PHI L1 PPI NES ECONOM C WRAP- UP
DECEMBER 16-22, 2000

Key market indicators continue to await nore direction
fromthe ongoing trial of Philippine President Joseph
Estrada. The fiscal deficit, however, is not waiting for
anyt hi ng and expanded to P114.4 billion by the end of
Novenber. The House of Representatives passed a P715
billion budget, P10 billion less than the

Adm ni stration's request; the proposal is likely to neet
nore resistance in the Senate. The I M- conpleted its

| ast review of the Philippine econony under the Stand-By
Arrangenent; a new "Post-Program Mnitoring" franmework
begins in 2001. Efforts to squelch noney | aundering got
a boost fromthe inpeachnent trial as legislators

di scovered bank secrecy | aws can be used hide ill egal
activities. The long investigation of the BW Resources
stock price mani pul ati on scandal resulted in three
crimnal indictnments this week. W also report on one
new foreign investnent (SGS) and one closing (Informx).

Readers should note that this is our |ast "Wap-Up" for
2000; the next edition of the "Wap-Up" will be published
on January 12. W w sh our readers a happy holi day
season and share with you our hopes for a peaceful and
prosper ous new year.

These weekly reviews are avail able on the Enbassy's web
site (http://usenbassy.state.gov/manila). W provide a

| onger and nore detailed review of the Philippine econony
in our Cctober Economi c Qutl ook, which is also avail able
on our web site. The next edition of the Qutlook will be
avai lable in early February.
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Stock Market Report

Fiscal Deficit Swells to P114.4 Billion
Lower House Approves P715 Billion Budget

| MF Finalizes Review

Renewed Interest in Mney Laundering

BW Resources -- The Saga Conti nues

SGS Puts Up Local Subsidiary

US- Based Inform x Closes Philippine Ofice

Despite nodest recoveries in sone other regional
currencies (such as the Thai baht), the Philippine peso
saw little novenent this week, continuing to hover right
around the P50/ US$ mark. One trader noted that there is
i ncreased corporate demand for dollars, but that the
steady stream of holiday remttances from Overseas
Filipino Wrkers (OFW) prevented further depreciation.
Fromits Decenber 15 close of P50.03/US$, the peso
strengthened only slightly to finish on Decenber 22 at
P49. 90/ US$.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)
NOV 13 50. 314 50. 350 125.5
14 49. 885 49. 830 93.5
15 49. 717 49. 800 65.5
16 49. 904 49. 890 124. 4
17 49. 915 49. 860 79.5
NOV 20 49. 834 49. 815 68. 1
21 49. 554 49. 490 97.0
22 49. 465 49.120 156. 7
23 49. 151 49. 380 113.2
24 49. 544 49. 930 131.5



NOV 27 49. 440 49. 410 150. 0
28 49, 393 49. 520 93.1
29 49. 590 49. 630 174. 4
30 Mar ket s C osed

DEC 01 49, 667 49. 560 142.0
DEC 04 49,471 49. 475 130. 8
05 49. 565 49, 585 84.7
06 49, 832 50. 050 70.0
07 50. 273 50. 210 122.6
08 50. 108 50. 050 92.0
DEC 11 49, 949 49, 945 68. 4
12 49. 856 49, 850 37.5
13 49. 930 49, 978 52.5
14 50. 071 50. 085 114. 1
15 50. 050 50. 030 86. 6
DEC 18 50. 072 50. 120 48. 8
19 50. 140 50. 075 123.5
20 50. 075 50. 058 108. 9
21 50. 077 50. 045 88.5
22 50. 024 49. 900 75.9

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

Statenents that the policy-nmaking Monetary Board of the
Bangko Sentral ng Pilipinas (BSP, the central bank) woul d
nmove again to cut key policy rates in January saw banks
and traders at the Monday, Decenber 18 T-bill auction
moving to lock in higher rates. As a result, over P12
billion worth of bids were received for the P4 billion
worth of paper offered. Rates fell significantly on the
heavy demand; the interest rate for the 91-day T-bill
sank 77.1 basis points fromthe previous week to 12.931%
Rates for the 182-day and 364-day bills also fell by nore
than 50 basis points each to 14.724% and 15. 067%
respectively. BSP CGovernor Rafael Buenaventura said that
given the sharp drop, the Mounetary Board m ght reconsider
its position and nove to cut overnight rates again even



before the end of the year, but that he would prefer
waiting to see what Decenber's inflation nunbers | ook

i ke before maki ng such a nove. The next T-Bill auction
will be held on January 2, 2001.

Despite the results of Monday's T-bill auction, dealers
bid up rates on the 10-year Treasury bond 287.5 basis
points to 17.5% (fromthe | ast successful auction of the
10-year bond on August 29). At an unsuccessful auction
attenpt on Cctober 18, the Treasury Bureau rejected al

bi ds; acceptance could have driven rates up to 35% Only
a partial award of P1.75 billion of bonds was nade
against P3.185 billion worth of bids received; the
governnment had planned to borrow P2 billion. Traders
noted that the 17.5% interest rate is well inline with
t he secondary market rate of 17.375%

Auction Date 91 days 182 days 364 days
NOV 13 16. 292 17.022 16. 863
NOV 20 15. 637 15. 749 15. 977
NOV 27 14. 806 15. 168 15. 235
DEC 04 14. 193 15. 290 15. 435
DEC 11 13. 702 15. 277 15. 579
DEC 18 12. 931 14. 724 15. 067

Source: Bureau of the Treasury

Prime Lendi ng Rates of 15 Expanded Conmerci al Banks

Dat e of Survey Aver age Range

NOV 16 18. 6764 14.50 - 21.50
NOV 23 18. 4160 14.50 - 21. 367
NOV 29 18. 2152 14.50 - 21.00
DEC 07 17.5226 14. 50 - 20. 806
DEC 13 17. 2705 14.50 - 20. 097
DEC 21 17. 4326 14. 50 - 20.00

Sources: Bangko Sentral ng Pilipinas; Press reports



STOCK MARKET REPORT

A small rally spurred on by year-end 'w ndow dressing' by
| ocal fund managers fizzled out late in the week.

Tradi ng vol umes were boosted by cross trading in bl ocks
of San M guel shares; excluding those bl ocks, narket
activity remained largely pathetic, as investors continue
to gauge the direction of the political w nds bl ow ng
fromthe i npeachnent trial of Philippine President Joseph
Estrada. Fromits Decenber 15 close of 1403.39, the 33-
share Philippine Stock Index (PH SIX) rose slightly to

cl ose on Decenber 22 at 1429.17. Trading resunes on
Decenber 26

Phi |'i ppi ne St ock Exchange | ndex (PH SIX) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)

NOV 13 1455. 94 695
14 1469. 58 724
15 1469. 20 3703
16 1468. 44 2371
17 1470. 52 2531
NOV 20 1465. 10 2496
21 1449. 00 757
22 1456. 65 498
23 1447. 74 599
24 1442. 27 599
NOV 27 1434. 25 448
28 1418. 04 655
29 1404. 83 695
30 Mar ket s C osed

DEC 01 1386. 25 1100
DEC 04 1381. 83 561
05 1381. 23 551
06 1393. 29 599

07 1390. 67 504



08 1400. 36 623

DEC 11 1393. 71 754
12 1398. 15 904
13 1395. 20 286
14 1398. 87 574
15 1403. 39 396
DEC 18 1408. 19 398
19 1413. 99 2697
20 1447. 65 2900
21 1426. 05 954
22 1429. 19 1175

Source: Philippine Stock Exchange

FI SCAL DEFICI T SWELLS TO P114.4 BI LLI ON

The national governnent’s fiscal deficit wi dened further
fromP95.5 billion as of October to P114.4 billion as of
Novenber. After having breached its P62.5 billion full-
year target in August, the governnent had hoped to
contain the deficit to no nore than P90 billion by the
end of the year. Governnent officials now hope to
contain the budget gap to P120 billion by yearend. Many
think the deficit may breach even that |evel, believing
there is little roomto squeeze expenditures further.

El even-nonth revenues m ssed the governnment’s ori gi nal
goal of P53.3 billion for the period, reflecting
shortfalls in internal revenue collections (off by al nost
P39 billion) and privatization sale receipts (off by P17
billion). Expenditures exceeded the el even-nonth program
only slightly despite shelling out P12 billion nore than
it had estimated for interest paynents (reflecting the
costs of financing the ballooning deficit). That neans,
however, that disbursenents were withheld el sewhere (very
Iikely on capital and operations and mai nt enance
out | ays).

Tax effort (the ratio of total tax collections to G\P)
already low at 13.8% in 1999, appears headed for an even
weaker performance (13.5%or less) in 2000. The



continued deterioration is worrisone considering 2000 s
stronger and broader-based econom c recovery, and
suggests tax collection problens remain a serious
concern. A recent study by a prestigious think-tank
estimated the evasion rate for both val ue-added and

i ndi vi dual inconme taxes at over 60%

Nat i onal Governnent Fi scal Perfornmance
(January — Novenber 2000)

(Amounts in Billion Pesos)

Ful | -Yr. January - Novenber
Program Pr og. Act ual Dff.
Revenues 566. 9 517.8 464. 5 (53.3)
| nt ernal Revenue 397.8 366. 1 327. 4 (38.7)
Cust ons 91.9 82.5 85.5 3.0
Treasury 21.8 18.7 24. 7 6.0
O hers 55.5 50. 4 27.0 (23.5)
Privatization 22.0 21.5 4.4 (17.1)
Expendi t ures 629. 4 579. 2 578.9 (0.2)
| nterest Paynents 127.0 115.9 127.9 12.0
Deficit (62.5) (61.4) (114.4) (53.0)

Source: Bureau of the Treasury

LOWER HOUSE APPROVES P715 Bl LLI ON BUDGET

On Decenber 19, the Philippine House of Representatives
approved on third and final reading a P715 billion budget
aut hori zation for the 2001 cal endar year. The House cut
P10 billion from President Estrada s P725 billion budget
proposal -- P5 billion in outright cuts and another P5
billion in contingent cuts (releases for which wll
depend on the revenue streamj. The cuts reflected
skepticismover the governnent’s ability to generate
enough revenues to rein in its fiscal deficit.

The Senate received the budget bill on Decenber 20, just
a day before both houses adjourned for a three-week
break. Senate staffers told the Enbassy that the finance



commttee planned to schedul e “marathon” commttee
hearings in the new year. Various press reports

i ndicated that the Senate finance commttee was mulling
much | arger expenditure cuts than the House. Wet her
there will be a commttee report by the tinme sessions
resunme on January 15 remains to be seen, depending on how
heat ed t he debates and on the demands i nposed by the

i npeachnment proceedi ngs on Senators’ schedul es. Pending
action by the Senate and reconciliation of any differing
provi sions by a bicanmeral conference commttee, the 2000
budget will tenporarily go into effect.

Presented to Congress in July 2000, President Estrada’s
requested P725 billion budget authorization envisioned a
P85 billion fiscal-deficit ceiling. However, 2000’ s weak
revenue performance, which serves as the base for next
year’ s revenue program has derailed 2001’ s revenue
targets. Earlier macroeconom c assunptions (including
4.5-5.5% real GNP growth and a P42/ US$ exchange rate)
have al so been overtaken by events and are under scrutiny
and review. Governnent officials told the Enbassy that

t he governnent was nulling a revised P110-120 billion
deficit ceiling for the com ng year, but many believe the
governnent risks a |arger budget gap. It has becone |ess

likely that the Estrada admnistration will nmanage to

achi eve fiscal balance by the end of its termin 2004.
Private econom sts continue to stress that weak public
finances pose a serious threat to the econony’s |ong-term
growt h prospects.

| M= FI NALI ZES REVI EW

After canceling the "Stand-By Arrangenent” (SBA) it had
signed with the Philippines as the Asian Financial Crisis
erupted in 1997 (and withholding the final $314 mllion
di sbursenent of the SBA) in October, an | MF teamreturned
to the Philippines in Decenber to finalize the results of
the October m ssion and to negotiate a new "Post-Program
Monitoring"” framework. The final review recognized the
government's achi evenents, including an expectation of
GDP growt h of 4% for 2000, beating inflation targets and
t he accunul ati on of sone $14.5 billion in official
reserves as a hedge agai nst external shocks. However,
the team expressed concerns for the future. External
factors, such as higher oil prices and sl ower gl obal



growt h coul d have detrinental effects on the Phili ppines,
as could internal factors |like investor uncertainty over
political instability.

An | MF press statenent said that there was full agreenent
bet ween the team and the governnent that the nost
significant concern is the budget. Revenue shortfalls
and higher interest paynents have led to a deficit double
the original target. The I M warned that 'significant
and lasting' neasures on both the revenue and expenditure
sides nmust be take to prevent a repeat of this poor
performance in the future. The IM- provided its

condi tional support for Philippine nonetary policy and
its balancing act of preventing a | arge peso depreciation
whil e maintaining sone stability in interest rates; the
conti nued success of these efforts wll depend on
restoring fiscal balance. Finally, the I M team
reiterated its call for badly needed econom c reform

| egislation, particularly revisions to the Central Bank
Act and power sector reformlegislation. The first
revi ew under the new "Post-Program Monitoring" framework
is tentatively schedul ed for March/ April 2001.

RENEWED | NTEREST | N MONEY LAUNDERI NG

The ongoi ng i npeachnent trial of Philippine President
Joseph Estrada has renewed interest in bank secrecy | aws
and noney | aundering. In June of 2000, the Philippines
was placed on a list of 15 countries and territories
deened by the Paris-based Financial Action Task Force to
be 'non-cooperative' in the international fight against
money | aundering. Wile central bank authorities took
significant steps to strengthen "know your custoner"
requirenents and institute suspicious transaction
reporting mechani sns, the Philippine legislature did
little to advance anti-noney |aundering |egislation.
However, a fight to get bank account records admtted
into evidence in the inpeachnent trial (to establish that
the President controlled the funds in question) got
bogged down as the bank in question del ayed rel easing the
records, citing bank secrecy provisions. Wen the
records were eventually released, vital information about
t he account owners was m ssing fromthe signature card,
maki ng the task of the prosecutors to |link the President
to the account all the nore difficult. A central bank



official coommented that under the rules in place when the
account was opened, banks were not required to collect

all the information on the signature card, and as such no
sanctions were possible. He noted further that under

exi sting bank secrecy rules, central bank exam ners are
not even allowed to review signature cards for accuracy
and conpl et eness.

In a rel ated devel opnent, the Bankers Associ ation of the
Phi | i ppi nes (BAP, an associ ation of over 50 conmerci al
banks) will convene a neeting of bankers in md-January
to di scuss ways to detect and conbat noney | aunderi ng.

An expert from Scotland Yard has apparently been invited
to speak. BAP Executive Director Leonilo Coronel told
reporters that the BAP would al so enbark on a | obbying
canpaign to press for passage of an anti-noney | aundering
| aw.

BW RESCQURCES -- THE SAGA CONTI NUES

On Decenber 19, the Philippine Departnent of Justice
(DQJ) filed crimnal charges against Dante Tan, Eduardo
Limand Jimy Juan for engaging in illegal manipulation
of stock prices. The BW Resources scandal, which erupted
in Cctober 1999 badly shook | ocal and international

i nvestor confidence in the efficacy of market supervision
and regul ation, leading to huge outflows of portfolio
investnments. The charges allege that Tan, Lim and Juan
used various nmethods to run up the price of shares in
gam ng and real estate firm BW Resources between February
and Cctober 1999. The case took on particul ar inport
when it was all eged that President Estrada contacted
Perfecto Yasay, the head of the Securities and Exchange
Comm ssion (SEC) at the tinme, to urge himto back off of
Tan in its investigation. (Interfering in the BW
Resources investigation is one of the inpeachnent charges
President Estrada is currently facing.)

While the three face crimnal charges, the DQJ declined
to charge 37 other BWresources stockhol ders, 11
brokerage firnms and 2 investnent houses that had al so
been inplicated in the SEC s investigations. The DQJ
ruled the SEC had failed to prove these other parties had
conspired with Messrs. Tan, Limand Juan in the price
mani pul ati on schene.



SGS PUTS UP LOCAL SUBSI DI ARY

Swi ss international trade service provider Societe
CGeneral e de Surveillance (SGS) is staying in the

Phi |l i ppi nes, and has put up a wholly owned subsidiary -
SGS d obal Trade Sol utions Philippines, Inc. (SGS GIS).
The P115 million ($2.5 million) processing center wll
serve as a back-office service center for its affiliates
outside the Philippines that are engaged in inport
verification, inspection and related activities under
contract with various client governnents and
international institutions. Initial investnents (P115
mllion) will be used mainly for the purchase locally of
conputers, other information equipnent and retrofitting
of the new |l ocation at the Northgate Cyberzone IT Park in
Filinvest Corporate City, Al abang. Northgate is

adm ni stered by the Philippine Econom c Zone Authority
(PEZA), which has approved the registration of SGS-GIS.

SGS had a pre-shipnent inspection contract with the

Phi | i ppi ne government, which expired on March 31 this
year after alnost 12 years of service. The conpany’s
processi ng unit manager had commented that SGS decided to
stay in the Philippines because of the country’s

educat ed, skilled, and experienced worker; adequate
infrastructure including IT facilities; and relatively

| oner | abor costs. The SGS nmanager added that by the
year 2004, SGS s processing center would require about
200 people; 95 percent of them would be Filipinos.

US- BASED | NFORM X CLOSES PHI LI PPI NE OFFI CE

Due to the reorgani zati on of US-based database firm
Inform x in Septenber, its |ocal subsidiary, Informx

Phi li ppines, is closing operations effective January 1,
2001. In an interview, country manager Sonny Halili has
said Inform x Philippines, which is manned by a snal
staff of 10, will be represented by the Singapore office
whil e direct accounts will be handled by | ocal partners
bei ng appoi nted. The decision to shut down operations is
not due to the current political crisis, according to M.
Halili. It was a business decision, amd signs of a
“cooling” US econony, to |imt operations to Singapore



and Hong Kong, and al so downscal e ot her operations in
| ndonesi a and | ndi a.



